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Moved into new headquarters, 1993.

Introduction of 50 Series, 1994.

Acquisition of Superior Orthopedics, 1996.

Introduction of 50 Series Plus, 1997.

Dynatron 890, a laser-powered probe with approximately the
same outpur as the Dynatron 880. This probe addresses the
demand for laser-generated light, which some feel is more
effective than light generated by other sources.

Wee are currently designing several other Solaris-compatible
probes of different wavelengths, sizes and power outputs. The
potential configurations are numerous. We intend to remain
the technological leader in this field.

While the allure of light therapy has attracred many buyers to
the Solaris line of products, it has been the efficacy of treat-
ments thar has sustained the market’s excitement. Cleared by.
the FDA for the treatment of pain, light therapy has been the
subject of report after report about the numerous pain indica-
tions that have responded to this therapy. An NFL football
player, hampered by a painful foot condition known as plantar
fasciitis, was able to return to practice after trearment with
Solaris light therapy. A chiropractor in Chicago who had been
unable to golf due to painful epicondylitis (“golfer’s elbow”)
was able to return to his game after treatment with our device.
Numerous other reports attest that Solaris light therapy is
effective for treating a number of pain indications, including

neck pain, shoulder pain, joint pain, arthritic pain and other
types of pain related to soft tissue.

Scientific literature is replete with studies demonstrating the
efficacy of light therapy in wound healing applications. We
were particularly pleased when a California therapist recently
related a success story in treating a soldier who had been
wounded in Iraq. The wound on the soldier’s leg required a
skin graft. This type of skin graft, if successful, can take a sig-
nificant amount of time to heal. With the application of light
therapy, the graft had healed after eight treatments. On a
lighter note, the trainer for a team in the National Football
League recently stated, “This. is the greatest trearment for curf
burns. Turf burns typically take three to four weeks to heal.
With Solaris, they heal in seven to 10 days.”

Temporal mandibular joint (TM]J) pain can be very resistant to
traditional pain treatments. An oral surgeon in Salt Lake City,
Utah, recently wrote to us claiming that he had used several
therapies to help his patients with TM] pain, but had achieved
some of the best results with light therapy.

It is clear to us that light therapy applications are only begin-

ning to be explored. Whether treating a patient for pain indi-
cations, a professional athlete for turf burns or a soldier for
war wounds, light therapy is proving to be much more than
just a new and exciting novelty — it is earning its place as a
viable weapon in the arsenal of any practitioner involved in
treating pain or healing wounds.

The potential of these markets is exciting to us. Moreover, we
believe that continuing explorations into the applications of
light therapy will reveal even more markets and opportunities
for our Solaris devices.

This year’s harvest of Solaris sales began with the planting of
investment dollars in research and development two years ago.
2003 was the first year Dynatronics’ annual research and
development expenditures exceeded $1 million. We have bud-
geted even more funding for research and development in fis-
cal year 2005. We have also more than doubled our engineer-
ing staff. These initiatives will enable us to meet market
demands by preparing the new products we have on the draw-
ing board for introduction in the coming years.

While light therapy probes will lead the way for new product
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_Products
Coming full circle

Dyna-Stim,™ /986
Dyna-Stim was the first electrotherapy device to
combine interferential, pre-modulated and Russia
stimulation current in one device.

Dynatron® 820 Low-Power Laser, /980.
Dynatroneé 1120 Combination Laser
and Electrical Stimulation Device, /982,
Dynatronics’ first combination unit, the
Dynatron 1120, added electrical stimulation

Mhe millestonies along 1Dymuionics 25-year paih stamnd

i AN o) et

manmosmics Rescaich Conp, was dhe

soniimedls off ¢
stranegy. Tn 1979

(€5

whormmatiom, [y
pudbliic ssoddk offfferiivg and fommally

N9EA wwars @ yean off

y commplietied
adiopied dhe mame NMymaoonics 1aser Conporagion. T e
Compriny dhem cmbadied om dlinical oiels o prove dh
effficacy off dhe Dynagion 11120 combination device,

Dynatroneé Solaris™ Series, 2004
Combining ultrasound, seven elec-
trotherapy waveforms, plus the option
of adding light therapy made Solaris
the most powerful and comprehensive
device in the industry.

Dynatrone STS,™ 200/

After a culmination of years of clinical experience and
research by a group of Texas physicians, Dynatronics
introduced nrw patented Dynatron m._.m..m 19.\0_:9033\ Dynatrone “50 Series Plus,” /997

advancement in the treatment of chronic pain. Retaining the best features of the successful "50 Series," the Plus
series was even smaller, more portable and less expensive while
adding full battery operation, and increased treatment options.
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mo_m—smm m:& M \mm—\uﬁ T—l._‘ﬂmm»mmuv\ Wound Care* - lower right leg

(medial view)

A diabetic patient in Corpus Christi, Texas with a non-healing v
wound was treated for nearly two weeks using conventional wound
therapy without achieving any improvement. The patient was then .
. ST . . 12/5/03-12/16,
treated-with-Dynatronics’ light therapy.-After-only-six-light-therapy ‘ Using conventional
treatments over the following two-week period, the wound was , treatments, patient
. . i received no benefit.
completely healed. Wound healing is one of several new markets

Dynatronics intends to pursue in the future.*

12/17/03-12/29/03
Patient treated six
times with light therapy.

; 12/31/03
D890 Laser Probe Two days after
completion of
light therapy
treatments.

Dynatron Solaris 709

AN

With the introduction of the first low-power laser in 1979, more light therapy units sold than any competitive brand. the marketing and distribution of light therapy devices and
Dynatronics Laser Corporation pioneered light cherapy in the has paved the way for the continued development and mar-
United States. Now, 25 years later, Dynatronics continues to This combination of manufacturing excellence and scientific keting of innovative light therapy-related products.

lead the way with ongoing research, supetior technology and expertise has placed Dynatronics at the top of the industry in
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———premiums; the costs.of health and dental insurance continue to_be one of the fastest growing

percentage of total net sales, SG&A expense decreased 2.4 percentage points in 2004 moaﬁmaam
to 2003. Total SG&A expenses in 2004 increased by $580,450 or 11.7% compared to 2003.
There were four material components mmmmn::m SG&A expenses in fiscal year 2004 compared to
2003: :

. >wm3x_3»8€ $191,000 in Ennﬁam& selling expenses primarily S_mmm& to &nm_nn incentive
© programs
* Approximately $117,000 in increased health insurance mb& worker’s compensation insurance

costs for the Company
* Incentive compensation was $283,000 higher in MOOA Hrmn in mcow due'to arn large increase
in Company profits
* Partially offsecting the increased SG&A expenses were lower audit m:& _am& fees. General
expenses decreased by mvvax:.:mﬂa_x $55,600 in 2004 85?:& to 2003.
Research and Development
Maintaining our leadership role in the physical medicine marker requires the Company’s contin-
ued commitment to developing cuiting-edge products such as the riew Solaris Series line of thera-
py devices. Although there can be no assurance that our research and development efforts will
result in new, cutting-edge devices in fiscal 2005, our research and development efforts are
expected to continue at approximately their current cash level in 2005 as we continue to develop
new products for the future. Research and development expenses increased to $1,146,715 a:::m
fiscal 2004 compared to0 $1,038,753 in fiscal 2003. R&D expenses represented approximately
5.6% and 6.1% of the net sales of the Company in the 2004 and 2003 periods, respectively. The
majority of the increase represents additional staffing in the R&D department calculated to
address an increasing workload mvmon_mﬁn& with planned new products. R&D costs are expensed
as incurred.
Pre-tax N:.e\mn ‘
.Pre-tax profit for the year ended June 30, 2004 increased to $1,377,444 compared to $41,507 in
2003. Increased sales and gross margins ateriburable to the new Solaris Series line, combined -
with SG&A and R&D costs increasing only marginally were the primary reasons mon increased
profits before tax for the year ended June 30, 2004. . . , .

Income Tax . . :

Income tax expense for the year ended June 30, 2004- was mmo% EA noivmz& w0 $16,708 in
2003. The effective tax rate for the year o:&n& June 30, 2004 was 35.9% compared to 40.3% in
2003.

Net ?ﬁeim

Net income for the %mmn ended H::n 30, NOOA was $883,300 Amwgox_amﬂn_v\ $.10 per share),
compared to $24,799 Ammﬁnox:dua_v\ $.00 per share) in 2003. Improved sales and margin associ-
ated with the new Solaris Series line were the primary contributors to the increased profitability.
Additionally, the containment in growth of SG&A and R&D expenses contributed to the
increases in net income for fiscal 2004 over 2003.

Liquidity and Capital Resources

The Company has financed its operations through cash reserves, available borrowings under its
line of credit, and from cash provided by operations. The Company had working capiral of

_ $6,300,582 ar June 30, 2004, inclusive of the current portion of long-term obligations and credit

facilities, as compared to Son_c:m capiral of $5,516,720 at June 30, 2003.

Accounts bmmmnssn )

With the introduction of the Solaris Series product line and the associated increase in sales of
these products, trade accounts receivable, net of allowance for doubtful accounts, increased
$1,454,349 to $3,737,420 at June 30, 2004 compared to $2,283,071 at June 30, 2003.
Management anticipates accounts receivable will likely remain at current levels in future periods
due to continuing demand for the Company’s new Solaris Series products and other new prod-
ucts-anticipated-for-future release-which-are-expected-to-contribute-to-sustaining-sales-at-current
levels and above. : ) ’
Trade accounts receivable represent amounts due from the Company’s dealer network and from
medical practitioners and clinics. We estimare that the allowance for doubtful accounts is ade-
quate based on our historical knowledge and relationship with these customers. Accounts receiv-
able are generally collecred <<:_:: 30 days of the terms extended.

Inventories : A

Inventories, net of reserves, at June 30, 2004 remained relatively constant at $4,687,797 com-
pared to $4,644,489 at June 30, 2003. Management expects that inventories will fluctuate some-
what over the course of the next fiscal year, as optimum inventory levels are determined based on
ongoing sales demand for the Solaris Series and other new products.

Prepaid Expenses
Prepaid expenses decreased modestly to $452, wmA at H::n 30, 2004 compared to $480, aww at
June 30, 2003 duc to a reduction in vmn_ﬂmm_:m and mmm_mra prepayments.

Qae&::ﬁ
Goodwill at June 30, 2004 m:n_ June 30, 2003 totaled $789,422. wmm:::zm July 1, Moow the
Company adopted the provisions of SFAS No. 142 Goodwill and other Intangible Assets. In
compliance with SFAS 142, management utilized standard principles of financial analysis and
valuation including;: transaction value, market value and income value methods to arrive at a rea- -
sonable éstimate of the fair value of the Company in comparison to its book value. The -~ .
Company has determined it has one nnvo::ﬂm unit. As of July 1, 2002 and June 30, 2004, the
fair value of the Company exceeded the book value of the Company. Therefore, there was no
indication of impairment upon adoption of SFAS No..142 or at June 30, 2004. Management is
_u:Bm:_v\ responsible for the FAS 142 valuation determination and performed the annual i impair-
mént assessment during the Company’s mo::r quarter.

Accounts Payable .

Accounts payable increased by $84,224 o wam_ ,335 at June 30, 2004 compared to $597,111 -at

H:zn 30, 2003. The increase in accounts payable is a result of the timing of our weekly payments
to suppliers and the timing of purchases of product components. All accounts payable are within
term. We continue to take advantage of available early payment discounts when offered.

Accrued Payroll & Benefit Expenses
Accrued Payroll & Benefit Expenses increased by $234,165 to $423,972 at June 30, 2004 com-
pared to $189,807 at June 30, 2003. The increase in accrued expenses is related to accrued

bonuses for employees, officers, and directors resulting from the Company’s record Eoma gener-
ated in mmnm_ year 2004.
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sales revenue. Costs for shipping. w:& handling of products to customers are _.mnoana as cost of
sales.

Allowance for Ge:%%m& Accounts . : ‘
We must make estimares of the collectibility of accounts receivable. In &o_:m so, we analyze his-
torical bad debt trends, customer credit-worthiness, current economic trends and changes in cus-
tomer payment patterns when evaluating the adequacy of the allowance for doubtful accounts.
Qur accounts receivable balance was $3,737,420 and $2,283,071, ner of allowance for mocrn?_

manufacturing. Other products are being sourced from overseas manufacturers or moved to
‘more competitive domestic manufacturers.

* Another important part of our strategic plan is the expansion of worldwide marketing efforts.
Similar efforts over the past few years have had limited success.. Despite this experience, we con-
tinue to press forward seeking opportunities for international expansion. The Company’s Salt
Lake City operation, where all electrotherapy, ultrasound, STS devices, light therapy and Synergie’

. - products are manufactured, is certified to 1SO 13485, an internationally nmnom:i& standard of

‘HTLM Crm_mﬂm:_Oﬁ is- w:&.ﬁvo:&: _nr_CEn:_n:r mn

excellence_-in_medical device manufacturing.

.

accounts of $182,941 and $145,130, at June 30, 2004 and June 30, 2003, respectively.

Business Plan and Outlook - ] -

Over the past six years, annual net sales have grown from $12.6 5_=_o: in mmnm_ year 1998 to
$20.6 million in 2004. During fiscal year 2004, we continued to focus our efforts on ?nr:m and
sustaining future growth through the development of new products for the rehabilitation and aes-
thetics miarkets while, at the same time, mﬂam:m%n:_:m our channels of distribution and i improv-
ing operating efficiencies. * .
The fruits of our focused R&D campaign begun in 2002 were manifest in Seprember 2003 when
-we introduced the Solaris Series, a new product line of advanced technology m_mn:onrnnmvv\\c:nm)
sound products featuring an infrared light therapy probe. This new family of products has quick-
ly become our top selling line, due largely to the popularity of light therapy.. Light therapy is
becoming widely recognized for its successful treatment of painful conditions.” The Solatis prod-
uct line is designed 1o accommodare additional rmrﬁ therapy probes that will be introduced in

the future. This design insures that practitioners can, over time, 08505_8:% accumulare multi-
ple light therapy probes for various ﬁronmwm::n purposés — all 10;&:& _u% Hro same Solaris device.

Consistent with that design, in June 2004 Hrn Company an_ém FDA Em%nc:m clearance for
the Dynatron 890, a low- power laser accessory probe for the Solaris Series products. Laser tech-

- nology takes the Company back to its origin 25 ycars ago when the Company first attempted to-

gain FDA approval for a laser therapy device. However, the Dynatron 890 is 500 times more
voinn?_ than the original devices 25 years ago which enhances efficacy and m_m:_mnm:zv\ reduces
treatment times for wm:n:G
R&D efforts over the past several years have not been limited to high tech products. During fis-
cal year 2003,-Dynatronics introduced a new, more price-competitive, powered treatrment table.
Demand for this table has remained high since its introducrion. Additional powered trearment
table models are currently under &m<n_0ﬁ5m:~ and targeted mg introduction in the next 12-18
months.

In April 2004, we _:Qom:omm our new product catalog mnm:_::m over. N 000 Eo&:nﬁ.m. Overthe |

years, our product catalog has been an important sales tool for our nationwide nerwork of deal-
ers. Tt provides important information about the new Solaris product line as well as many other
products that we manufacture and/or distribute.

Going forward; we intend to continue to strengthen our manufacturing capabilities with the goal

of improving margins and gaining greater pricing advantages over competitors. To that end,
some products previously purchased from other, manufacturers are being converted to in-house

:.m
obtaining the CE Mark certification, which allows us to Em_.raﬂ our products in the European

Union. Itis nann:& that the actractive features of the Solaris Series will make foreign distribu-
tion channels more accessible. Interest in Synergie Eoﬁ_:na is presently leading the way for
international expansion with the recent establishment of new distributors in Japan, South Africa,
Europe and Southeast Asia.

We continue efforts to promote our line of aesthetic products. In January 2004, we introduced
the Synergie LT device, an infrared light therapy unit designed specifically for aesthetic applica-
tions. Interest in light therapy applications is growing in the aesthetics market. The introduction -
of the Synergie LT device is positioning Dynatronics to compete more fully in the spa and beauty
market.
ket using different wavelengths of light. Recent interest by medical spas in the use of othér phys-

We plan-to develop and introduce additional light therapy probes for the aesthetic mar-

ical therapy modaliies such as electrotherapy, ultrasound and light therapy in aesthetic applica-
tions has opened new poteritial for crossover of physical medicine modaliries into the aesthetics.
market. This presents a unique opportunity for us to grow sales of new aesthetic products with
little additional R&D effort since the prodicts have. m_nnm&w been &n<n_owm& for the physical med-
icine markets.

Based on our mnm:nm m:mammn initiatives, we are focusing our resources in the following areas:

* Increasing sales om Solaris devices through _:Qo&:m:o: Om new light ﬁrmauvv\ mnnnmmo:nm and
by developing new markets for light therapy applications. . -

* Reinforcing our womao: in the vwv\mmnm_ medicine market through an aggressive research and
. development campaign' that will result in the introduction of more new products, both high-
tech and commodity, over the coming two years.” o .

* Improving salesand &m:#::mo: of rehabilitation products,domestically through strength-
ened relationships with dealers, particulaly the high-volume specialty dealers.

* Improving. %mnz_uc:o: of aesthetic Eon_:na domestically and ex

introduce more light Hrnamvw &mSnom and versions of our E&a_n& nrnEE\ modalities into the
“aesthetics market.

* Expanding distribution of roﬁr rehabilitation and aesthetic _u_.oacnﬁm internationally.

* Secking m:mnmm_n partnerships to further nxwm:m our Enma:nn in m:a market mrmmn of the
physical rehabilitation and the aesthetics markets.

ploring Hrn opportunitiesto_ . .



- ’ ) i *ssauisnq oy Jo yuswdoppasp a1

uucwca 01 JapIo, E “surures m::.:mﬁt Jo Aoijod ¢ mo[[o 0) pUUI 2m JEL)-YoNS 21 sHUswaIbay
[endes paredduue mQy Hpois BoWWod 11 Uo spuapialp yseds pred 1aasu sey Aueduwior) ay

o spuaprarq

0007

wﬁuuuxu Euv_o:u._wr_m jo uuﬁE:: [e303 243 3eYy) BmEzmu M ‘SIPUMO [eroyau2q w:_v:_uﬁ aweu
19218, 10 - 23UTWou UT P2y $2IYS JO SIAUMO [PIDIJaudq Spnpul J0U $30p IdqUINU SIY] */GH
‘sem Ppiodas “‘o whu—u_ozu:w:m 3}P01s UoWIO) JO 13quINY Bmﬁ:xoimm a1 BT 1z Ppquandag uo sy

siapjoyaJeys
-19° ¢ 0T1$ 061% <EE $ (eunf-udy) saurenyy Yy
€¢E . 968 SIS 80F$ (yore-ATenue[) 131700y pig
€< $ €% STIE 1¥T$ ~ (19qua0d(]-124015()) Ja1IENY) pug
65" $ 9%  €L.$ 6S1$ (aquimndag-A[n[) uutm:d 8]
moT  ydiy  mop - ydiy

oz ¥002 :
‘o€ aunf popuy 1eay -

‘paredtput spouiad Lparrenb sy 105 waisds bepsen-ays uo

pa1onb sE sypors uownwos sy 10§ sdud sfes mo| pue yiy jo sJues ayy smoys ajqea Surmoyoy sy,
CCLLNAC Joquuds) 1asyrely denypjewng bepsen aya uo paisy st Auedwon) 3y Jo o015 uowrwod oy J,
- . uolnyewLIoju| I3 e

S uoIjewoju] >)203S

"gSO-01 wiog uo surodar

Aporrendb v:m vOON ‘0¢ sunf papua 1eak 31 10§ GSH-01 Wog uo 1odas oY1 01 parwiy 30u mq
Guipnpui ‘suodar DS sAuedwon) 9ya Ul SWN 03 W WOl PAISI| SI0108} YSU Y3 PUE ‘S[elINEW
poseq wnojonad pue 218 Ajrejnonted ,m_m:BwE MEI JO 51500 Funepesss ‘st Y10 10 safueyd
129w 03 Surdueuty.panmbar ureiqo 01 b___n_m Y ‘s2SSIUISNQ PUE SISAUNUT “G'[] UO SHOBNE 1S1I0]
-121 ‘vonnadwos sasuadxa u:uEmo_?u—u PUE 21E3SAI JO 1UDIXA pUE w:::: ay xwo_o::ua uon
-guilojul uo anueral ‘spnpoid Junsixa 10] puewsp 13w 03 1o s1npoid mau dopasp 01 anunuod
01 arnjrey ayp uipnpout Yrmord sdeurws 1o ureisns 03 8:_5 SIIBW [EUONBUIAIUI 01UT UoIsuedxd
01 paxepat syysur [eontjod pue s1wouods sonpoid ano jo uonemSar 1uswuIA0d ud10) ‘PuUosIad
wusweurews 43 Uo 20URIAI A1SNPUT DTAIP [EJIPW 21 JO TONEMIIT IUIWUIIA0Z [EUONIPPE JO
Anpqissod a1 o Aunnios 1uswWUIaA03 SNOJOJII ‘SIBT IATIDRJJ-1S0D 1B [2UU0SIAd PaUTEI JO SIDIAIDS
a1 uTeIaT puE 211y 01 AlifIqe 911 ‘sordojouydal no jo auerdaooe 1eyiew wpnpur suoneado jo
s3nsaJ pue udwdoasp Pdueuriojiad ‘UORIPUOD [RIDURUY ‘SSAUISNG Y3 I1D9YE ABW JBY3 SHUTER)
-192UN pUE SYSII ‘SIAYI0 w:oE< ‘syuauIdEIs Junjool-premio) yons ui pardaford asoyy woty soprp
p|nos synsax fenioe >£>> suoseal o3 a1epdn 01 10 woyy mepdn o :o:ww__ﬁo Ol 3UINSSe 2M pue
1odar sigy jo 21ep Jo se spew a1e 110d>1 w:t U PaUTEIUOD STUIWDIELS w:U_oo_ premioy ay |,
.uu:auc_:m_m 1341 U2s53] 10U S0P Ansnpui a1 01 u:.c“%:o are SYSI

urelIad yeyl ey ay |, ‘pariodar sporiad Jje ur uasard 3q bou_; 4 pue a1adwod pue a3esado om
Yoy w £nsnpui oy ug ssauisnq Suiop jo :& a1e s3uIy DS INO Ul PUE 213y PIYIEIIP S o)
Jo Auew 1ey3 amd1[aq M wvo:um uE:_:E ur 1uasaxd are sys1 oy ey b:o SUBIW YOISSTUIWO,)
s8ueyoxy pue sanumoag AP E:s P31y surodas 1sed o1 sejruits Jo aures 2y 9q Aew $10108) ysu

913 JO SWI0S 1B 1D¥) BY [ 'SIUSWIAIEIG wcﬁooq.?gcom: pue ssauisng jo :ocn_CUmuD: sJuipeay
- 211 12pun g§y-0 Wio] uo 110day [ENUUY INO Ul PI[1eIdP SUOSEI] ) 10§ SIUDWNEIS Sunjoof
-premiog yons ur passaidxa suonedadxa 19110 10 synsar paredidnue 31 woly Aj[eLarew _JIp

p[noa synsas [enoy “spasu Jurpuads endes pue suoneiado axming puny 01 s1asse Junsixa su jo £ -

. ~UIID1JJNS 21} PUEB 2ININJ 2U) UT S[2A3] asuadxa pue anuaaal ‘vsueuniojiad tenueuy ‘esueidasoe 1o
pyns o1 p Y Y3 Ul S[2A3] P J12d et 4 &

-IEWU ‘SINSIT_[ED1UID J:uan_Pﬁw U:ﬁo_m w:_—u:mwuh SIIAUIDIEIS ‘0] paIW| 10U aIe Inq ‘apnpul

SIdWIEIS w:Eoo_-_EwB._om s1aypo Juowe ‘jenusrod pue ‘spusrul  ‘soewmss <sueld
‘s1adxo

Jsaredonue . sana1paq, saseayd 1o mm:oa a1 Jo asn a1y £q paynuspl aq Aewr Loy T
*a1mny oty uipaedar sardarens pue suonuaiul ‘suonedpnue ‘spapq ‘sadoy ‘suonedadxa mo o1

.vau._ SIUSUWIAIEIS ISaY [, "0y U@Cﬁﬂuxm $31IMDSG 241 JO 1T uo1ndag ,*O w::—ﬁuc._ S| unyym  siuowl,

“-o1e15 Jupjoo]-preMIo] ; o1 [earIolsTY A[pind 10U are ey ‘s1sd[euy pue uoIssnosi(] mu:uEuwm:mS_
wc_?mwuh :o_mw:ufv w:.ow&& ayy Aprepnoned a1odar [ENUUE SIY1 Ul PIUTEIVOD SIUSLUIIEIS Y |,

: _ sjuaWIdjeI§
mc_v_oo._ piem.io4 M:.:._m.u:ou JUdWIAEIS ?_d:o_u:au




’

Independent Auditors’ Report

We have audited the balance sheet of Dynatronics Corporation as of June 30, 2004 and
the related statements of income, stockholders’ equity, and cash flows for the year peri-
od ended June 30, 2004. These financial statements are the responsibility of the ,
Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits. The financial statements of Dynatronics Corporation as
of June 30, 2003, were auditied by other auditors whose report dated August 8, 2003,

expressed an unqualified opinion on those statements.

We conducted our audit in accordance with the standards of the Public Company
Accounting Oversight Board (United States). ﬁrom.n standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement wnnmm:nm:o: We
believe that our audit provides a reasonable basis for our ov::o:

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Dynatronics Corporation as of June 30, 2004 and the
results of its operations and its cash flows for the year ended June 30, 2004 in conform-
ity with accounting principles generally accepted in the C::mn_ States of America.

TANNER+Co. . :
Salt Lake City, Utah -
August 16, 2004
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2003

C ) _ 2004
Net sales .- . $ 20,587,273 16,896,992
Cost of sales . 12,386,978 10,709,836
Gross profit 8,200,295 6,187,156
Selling, general, and administrative expenses B 5,528,835 " 4,948,385
anmmnn.r and development expense . 1,146,715 1,038,753
Ovnnmmsw.mznoan ' - 1,524,745 - 200,018
Other income (expense): : 7
Interest income . 12,818 6,825
Interest expense ) . (169,433) (176,731)
Other income, net 9,314 11,395
", Total other expense, net (147,301) (158,511}
Income before income taxes . C 1,377,444 41,507
Income tax expense : ; 494,144 16,708
" Net income $ ' 883,300 24799
Basic net income .vnn mrma, ‘ %, 0.10 0.00
Diluted net income per share 0.10 0.00
Weighted average basic and diluted common shares outstanding; : .
Basic ‘ : ) 8,871,214 8,869,335
i Diluted— — - — : [ — S — — —

See accompanying notes to [financial statements. .
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_u_ nancial Statements
%aniwxa e\. Cash Flows - June 30, 2004 §& 2003

_ 2004 : 2003

Cash flows from operating activities:- -

Net income : _ BRI _ _ $ 883,300 . 24,799

|J>&:mn30:3r8 Rnouﬁ_nﬂﬂlﬁ_no:—n o ner cash wnoﬁnnn c% operating activities: . ' R .

Depreciation and amortization of property and mm:_w:ﬁ:a - ; C S 321,007 E . 374,864

Other amortization , o . ‘ 7,324 7,325

_ Provision for doubtful accounts ‘ L 96,000 72,000
Provision for inventory obsolescence . : o _ 276,000 240,000

Provision for warranty reserve . . . b ) A .- - 164,574 199,718

Provision for deferred compensation ‘ , ‘ ) : : 25,368 23,425

Change in operating assets and liabilities: . - . ) : . o . : .

Receivables ‘ o . - (1,432,848) - - 665,854
Inventories _ , o . S : - (319,308) . (1,047,738)

Prepaid expenses and other assets ’ . - ] v o 6,213 ' (135,855)

Deferred tax asset ' o S . EE (16,512) : . 9,257

Income tax receivable ‘ D . : 105,804 . © (105,804)

Accounts payable and accrued expenses . , B . , i .- 58,031 ’ 219,625

Income taxes payable L . . N 287,266 A (30,804)

Net cash provided by operating activities o , : - o 462,219 . 516,666

-Cash flows from investing activities: . ) o U : ,

Capital expenditures .~ - : ‘ . ' S . o : - " (428,537) - (232,358)

Cash flows from financing activities: |, , .

" Proceeds from issuance of long-term debt ) S : ) . . ) . : - - 7,375
Principal payments on long-term debrt . ) - o . ) : (191,822) ) (230,616)
Net change in line of credit = B : . : . ‘ . 222,440 . (53,594)
Purchase and retirement of common stock S - ’ . (89,000) -
Proceeds from issuance of common stock ’ ) - . ‘ - 193,451 ] : -

Net cash provided by (used in) financing activities - ' . : 135,069 (276,835)
Net increase in cash . - . : i 168,751 : 7,473
Cash at rmm::::m of wn:o& . : . R 404,276 396803 __ I
- Cash-arend- ofperiod - - e e e e e e $ 573,027 . 404,276
‘Supplemental disclosures of cash flow information: ; ‘ , ‘ .
Cash paid for interest ) A : ) . $ 169,012 - 180,217
Cash paid for income taxes ‘ o : : . 236,800 . 138,500
mzm.v_n_ﬂo_:»_ disclosure of non-cash i investing and mEEQDm activities: , . ,
Income tax benefit from exercise of stock options ) ’ } c . 86,972 -

See accompanying notes 1o [financial statements.
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A reconciliation berween the basic and diluted weighted average ::van of common

. . Year ended <om=.‘m:n_m.u

shares for 2004 and 2003 is summarized as follows: . June 30, June 30,
_ : . . 2004 2003
. 2004 2003 Net income as reported $ 883,300 24,799
- Basic weighted average number of - Less: pro forma adjustment for stock based
common shares outstanding’ . compensation, net of income tax " (114,656) (36,469)
during the period ’ 8,871,214 8,869,335 '
) . Pro forma net (loss) income $ 768,644 (11,670)
Weighted average number of . i
dilutive common stock- options ) . Basic net (loss) income per share:
outstanding during the period 342,005 . - As reported . . 0.10° 0.00 -
T ) . . Effect of pro forma ma_CmHBm:H ' d (0.01) '0.00 ,
Diluted weighted w«m_,mmm number of ' Pro forma ) 0.09 0.00 |
common and common equivalent : . ) - .
shares outstanding n_:-._zm the _um:on_ 9,213,219 8,869,335 " Diluted net (loss) income per share: ] , . W
i : . . Asreported . 0.10 0.00 !
O:GS;&:W options not included in the computation of diluted net income per-share ' Effect of pro forma adjustment (0.02) 0.00
total 172,332 and 983,645 as of June 30, 2004 and 2003, respectively, because to do so 0.08 0.00

would rmﬁu been m::_n___ccé

(1) Income Taxes. .
The Company accounts for income taxes using the dsset and liability method. Under the
asset and liability method, deferred tax assets and deferred tax liabilities are recognized for
the futare tax consequences attributable to differences between the financial statemient car-
rying amounts of existing assets and liabilities and their _.nm_unnaa\n tax bases. Deferred tax
assets and deferred tax liabilities are measured using enacted tax rates Qﬁnnn& to apply to
taxable income in the years in which those temporary differences are expected to be recov-
ered or settled. The effect on deferred tax assets and deferred tax liabilities of a orm:mo in -
tax rates is recognized in income in the period that _:n_cmnm Hrn enactment.date.

(k) Stock-Based Compensation

The Company employs the footnote disclosure provisions of Starement of Financial
Accounting Standards (SFAS) No. 123, Accounting for Stock-Based Compensation; as
amended by SFAS No. 148, Accounting for Stock-Based Compensation — Transition and
Disclosure. SFAS No. 123 encourages entities to adopt a fair-value-based method of
accounting for stock options or similar equity instruments. However, it also allows an enti-
ty to continue measuring compensation cost for stock-based compensation using the
intrinsic-value method of accounting prescribed by Accounting Principles Board (APB)
Opinion No. 25, Accounting for Stock Issued to Employees (ARB 25). The Company HKas

— > elected to-apply the provisions of APB-25 and provide pro forma-footnote disclosures

required by SFAS No. 123. Accordingly, no compensation expense has been recognized for
the stock option plan. (See note 11). Had compensation expense for the Company’s stock
option plan been determined based on the fair value at the grant date for awards in 2004
and 2003, consistent with the 183.&0:@ of SFAS No. 123, the Company’s results of oper-
ations would have been reduced to the pro forma amounts indicated below:

Pro forma .

The Company has no employee stock-based compensation expense since scock options
have exercise _u:nnm at least equal to the Bwﬂrmﬂ price o*. the OoBmmnv& stock on the grant
date. , ; o -

The fair ﬁ;:n of each option grant is estimated on arn date of mn:: :m_nm the Black-,.
Scholes option-pricing model with the following assumptions:

v

. : . : - June 30
2004 2003
" Expected dividend yield 0% . 0%
Expected stock price volatility . - 82-89% 88-91%
- Risk-free interest rate T : 331 -4.34% 2.89 - 4.42%
Expected life of options T . 5 & 7 years - m & 7 years »

The in_mrﬁnm average fair value of options mB:Hnm &:::m 2004 and 2003 was $1.40 and
$0.60, Rmvmn:ﬁ_v\

) Qekam:?ﬁ&a: of Risk

In the normal course of vcm_znmm, the Company provides unsecured credit terms to its cus-

tomers. Most of the Company’s customers are involved in the medical industry. The
- . _Company-performs ongoing credit evaluations of its-customers-and maintains-allowances———— -
for possible losses which, when realized, have been within the S:mn of management’s .
expectations.

(m) Operating Segments . .

The Company operates in one line of business, the &n<m._ov:.n:ﬁ‘:::_nmm;mzmv and distribu-
tion of a broad line of medical products for the physical therapy and aesthetics markets. As
such, the Company has only one reportable operating segment as defined by SFAS No.
131, Disclosures about Segments of an Enterprise and Related Information.
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The Company groups their sales into physical medicine products and aesthetic products.
Physical medicine products consisted of 93% of net sales for both years ended June 30,

© 2004 and 2003. Aesthetics products consisted of 7% Om net sales for both years ended June
30, 2004 and 2003.

n) Use e\. Estimates
Management of the Company has made a number of estimartes and assumptions nn_mcnm
to the reporting of assets, liabilities, revenues, and expenses and the disclosure of contin-
gent assets.and liabilities to :«%mnmrﬁrnmnb:u:nmm_ starements in conformity imﬂr account- :

i

(4) Product Warranty Reserve

A reconciliation of the changes in the product warranty reserve, which is include in
accrued expenses, consists of the following: :

ing principles generally accepted in the United States of America. Significant i items subject
10 such estimates and assumprions include the carrying amount of property, plant, and
equipment; valuation allowances for. receivables and inventories; accrued product warranty
reserve; and estimated recoverability of moomi_: Actual results could differ from those

. estimates.

(o) Fair Value Disclosure

The carrying valué of accounts receivable, accounts payable, accrued expenses, and line of
- credit approximates their estimated fair value due to the relative short maturity of these

- instruments. The carrying value of long-term debt approximates its estimated fair valie

due to recent issuance of the debr or the existence of interest rate reset provisions.

(p) Advertising Cost , .

Advertising costs are expensed as _:n::nm except for Q:&omm Catalogs are Rnoan& as pre-

paid supplies until they are no longer owned or expected to be used, at which time they |

are recorded as advertising expense. Advertising expense for the years ended June 30, 2004

and 2003 was approximately $189,000 and $172,000, respectively. No prepaid mcvvrmm .

consisted of Q:m_omm as of June 30, 2004 and 2003,

(@ _:<m:no.._mm : B ‘ :

Inventories consist of Hrn mo:os::m

. 2004 2003

Raw materials ! - $ 2,906,721° 2,487,435
Finished goods" o 2,115,469 2,446,990
" Inventory reserve (334,393)  (289,936)

"$ 4687797 4,644,489

va Property and mn_:__u-sm:n

Property and nLE@Bm:H consist Om the *.o:os::m

e : . e 2004~ —--2003-— -
Land _ o $ 354743 354,743
Buildings . : A : 2899729 2,897,447
Machinery and mnEvBm:n 1,753,220 1,728,106
Office equipment 801,297 415,349 -
Vehicles . ) 80,680 65,487

' . 5.889,669 5,461,132

Less accumulated depreciation and amortization

2,579,586 2,258,579

3,202,553

. . _ ©$ 3,310,083

- (6) .FO:N-.-W..-.: Debt

. 2004 2003
Beginning product im?m:Q reserve balance $ 160,000 136,000
Warranty repairs (140,573) (175,718)
Warranties.issued A . \ 296,457 ° 243317
ﬁl_..w:mbn in_estimated warranty Costs A_ 3l mme Ewwwv
Ending product warranty reserve balance . $ 184,000- 160,000

(5) Line of Credit
The Company has a revolving line 6f credit facility with a commercial bank in the
amount of $4.5 million. Borrowing limitations are based on 30% of eligible inventory and
up to 80% of eligible accounts receivable. At June 30, 2004 and 2003, the outstanding -
balance was $1.60 million and $1.38 million, respectively. The line of credit is nozmSB_-
ized by inventory and accounts receivable and bears interest at nrn bank’s “prime rate,”
(4.25% and 4% at June 30, 2004 and 2003, respectively). This line is subject to annual
renewal and matures on December 1, 2004. Accrued interest is payable monthly. -

Long-term debt consists of the following:

. 3004 2003

5.25% promissory note secured by - A
building, payable in monthly installments .
of $5,641 through May 2017 . S %

- 6.21% promissory note secured by a .
_trust deed on real property, maturing v
e November 2013, payable in decreasing
installments beginning at $7,545 o
monthly ($7,060 during 2004 and 2003) . o
m 84% promissory note secured by a
trust deed on real property, payable in
monthly installments of $8,669 e
* 7 through November 2008 - = : :
8.87% promissory note secured by fixed
~ assets, payable in monthly installments of
$3,901 through May 2007

628,653 663,397

599,099 645072

403,150 -

123,053 159,741

7.11% promissory note with an interest
rate reset in November 2003 secured
by a trust deed on real property, payable .
in monthly instaliments of $8,708 ' , . -

Total long-term debt . 1,760,851

Less current installments 207,019

Long-term debt, excluding current installments $ 1553832

468,643

198,606

P e

1,952,672

1,754,066
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" within its'scope as a liability (or an asset in some circumstances). Many of those instru-
ments were previously classified as equity. The statement was effective on July 1, 2003 for
financial instruments entered into or modified after May 31, 2003, and otherwise effective
for existing financial instruments entered into before May 31, 2003. Since the Company

_ does not have any financial instruments within the scope of this statement, the adoption
of SFAS No. 150 did not have any effect on the Company’s financial position or results of

operations.

" E. Keith Hansen, M.D.

-Director

OB/GYN-Private .NVSSHQ.SNQ
Howard L. Edwards
Director

“Retired Corporate Secretary, ARCO Company

Val J ﬁ.—-qmnqu

Corporate Information

><m__w_u___n< of Form 10-KSB

Dynatronics Corporation files an Annual Report on Form 10-KSB cach year with the Mnn:::nm
and Exchange Commission. A copy of the Form 10-KSB for the fiscal year ended June 30, 2004
may be obtained at no charge by sending a written request to: Mr. Bob Cardon, Secretary/
Tieasurer, Dynatronics Corporation, 7030 Park Centre Drive, Salt Lake City, Utah 84121.

Annual Meeting

‘The Company’s Annual Shareholders Z—mnﬁ:m <<_= be Tuesday, November 23, Moo% at 4:00 p.m.
MST at Dynatronics Oo%onmmn Headquarters, 7030 Park Centre U:<o_ Salr Lake O;& Utah

84121.

»

General _:mo..q:wn_os

Dynatronics Corporation, a Utah nonvonw:o: organized on April MP 1983, manufactures, mar-
kets and distributes a broad line of therapeutic, diagnostic and rehabilitation equipment, medical
supplies and soft goods, treatment tables, and aesthetic massage and microdermabrasion devices
“to an expanding market of physical therapists, sports medicine practitioners and athletic trainers,
chiropractors, podiatrists, orthopedists, plastic surgeons, dermatologists, acstheticians and other

En&_nm_ ﬁnomwmm_o:m_m

Officers and Um_.m,nno_‘.m. . o

Kelvyn H. Cullimore
Chairman of the Board

Kelvyn H. Cullimore Jr.
__ _-President,-CEO.and-Director - — -——— —— —-— —

Larry K. Beatdall
Executive Vice President of Sales mzm ZNH_AQEW and U:mnBH

'

—ﬂcnw_&u Hatch
Vice President of O@Qm:o:m,m:& R&D

Robert J. Cardon
Secretary/ Treasurer

Director
Executive Vice President, Franklin Covey

Joseph H. Barton

Director )

Retired Sr. Vice President, GranCare Inc.,
Healthcare Industry Consultant

~=&§§§n\_§k¥e§
Tanner + Co.

Sale Lake City, Utah

GSSS.SQ Legal Counsel
Durham Jones & Pinegar
Salt Lake City, Utah

Intellectual Property Legal Counsel
Kirton & McConkie
Salt Lake City, Utah

Transfer Agent

Interwest Transfer Company
PO. Box 17136

Salt Lake City, Utah 84117 -

- Accountants, Legal Counsel and Transfer Agent

e

Dynatronics Oo.ﬁo_.un_o: Imwan:wwnmqm

7030 Park Centre Drive
Salt Lake City, Utah 84121
1.800.874.6251

heep://www.dynatronics.com
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